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" BACKGROUND

I. ANALYSIS OF THE SITUATION Ii SPAIN

(a) Civil War Effects

The dominant factor in the Spanish political situation today is the
civil war of 15536-39. That vwas the culmination of a long process of social.
disintegration and so vastly multiplied pre-existing animosities that mutual
cenfidence as between different opposition groups is still almost wholly
lacling. ’Negotiatious between representatives of opposing factions have
taken plaPe over the past two or three years, a.ll’ld afe con'binﬁing, but there -
is as yet Mo sign that they will come together with a commen program in
opposition to Ceneral Franco.-‘

- 411 classes are obsessed and, for pelitical purposes, virtually para-
lyaed, by the fear of renewed civil war and eventual Communist domination,
wnich Franco's propaganda has persuasively, although erroneously, presented

as the only alternative to the comtinuation of his regine,

(b) Economic Conditions

Spain's present eéonomic plight stems from three main sources: ' (1) the
relatively slow progress of industrialization t;nat has characterized that
country during the last century and the presence of too large a proportion
of the population in marginal agriculbural occupations; (2) the civil war,
which was extremely costly in losses of the skilled eléments of the popula-
tion, in the depletion amd destruction of capit:a]. equipment and transportation

facilities, and which also led to a considerable rétrogression in agriculture 3

and (3) a high rate of population increase, World War II led to a relative
'isolation of the country and retarded eco;mmic recdvery,. although Axis and
Allieci purchases in Spain provided substantial amounts of foreign exchange,
\Shortages of fertilizers and food, coupled with the prevailing inflation,
have resulted in a reduced standard of living, especially among the urban
/ . population, Unsound economic¢ policies, three drought years in an éssentially
. a.gri‘cultura; country, and corruption in the government‘-controlledr economic

system of the country have also delayed economic recovery.
el
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~> While a number of industries are graduélly being resi;éred ts 1935
levels, the overall economic position'remains considerably below the years .
immediztely preceding the civil war, Hewever, even the attainment of 1935
levels would not spell adequate economic conditions in Spain. ‘Spain has
too large a propoftion of its population- in agriculture and many in this
group subsist in condltlons of extreme poverty, In ordex; Lo achieve a
higher standsard of llv:.ng, the cou.ntry must undergo a rapid and substantial
process of modernization and'iridustrialization. 01d machinery must. be
replaced, and new capital oquipment sbtaix1ed for better utilization of the
coun'try"s_'natural resources, Spain csuld expand guch industriss as iron
and steel, metal refining and fabficétin,:g, textiles and food procsssing.
Spain itself, however, has not the technical skills to plan or carry oub such :
a program herself. The present s’c.ate of the Spanish econory does not permit
any sizeable e)qx'.;'xsion in exports, Spa.in has practically no 14eserves of
foreign exchangé and only verﬁr limited gold holdings, Any significant increase

_in imports would, therefore, have to be achieved with the aid of outside

assistance,

{c) Strength of Regime

Notwithstanding the 1naun.11'b) of the regime to make an:y' prog ress in
' s0lving the long-range social and economic problems of Spain, and notwith-
standing widespread popular discontent with the regime, it possesses a number

of sources of strength,

Most important of these is t‘ne Army, mumbering perhzps 500,000 of ficers
emsnting the polics and gandarmerie of

Suj
and men-in a population of 27,000,000,

about 40,000 man the Army asalst in
/“Fer—the maintenance of internzl order and possesses such a vesied interest in

the regime (the Republican opponents of the regiue are comitt'ed to drastically

reduc:';ng the size of the Army and its ;poli“t.ical power) that General Franco

has had ln.ttle ulff:.cﬂt,y' in keeping its loyalty. Host of thc officers favor,
: in principle, the re.,toratn,or_z of the Monarchy, but are quite ready to follow

'General/ Franco's Judgment as to the timing of such action,

The Church, which is intimately zssociated vith political and social
life in Spgin, supports the existing o::"der in preference to change of any
kind which migl‘lt..lead to the decrease of its favored pos’itio:} and perhaps to

open persecution,
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The F\alange organizai;ion is the apparatus for operating the political
sub -divisions .of the country and the system of stdte-directed syndicates,
which ;:ontrol allocations, production, wages, prices; etc., in the various
branches of industry and agriculture, The great majority of mc-;mbers have no
attachment to the political and so-cial ’theories of Falange, but the sub- ‘
stantial number who benefit ma%erially oy their associations with the '
organization have a strong vestod interest in ;;he contimw‘tfior_u of the

Those_other ASpaniards » like the great majority of Monarchists, who sup-
ported the Nationalist cause in ‘the civil war, and yel are nov opposed to
Franco for one 'reason or another, nevertheless prefer the continuation of
present conditions, unsatisfacfory though they may be, to political e@eri—
men‘c_,atioh which they fear will lead to civil styii"e and perhaps open the
doors to a return to power of the forces which lost the var, V

The absence of any concrete zliernative to Franco, the fear of renewed

- civil strife and general politicel apathy, rombmed with the oppressive

techniques of the regime, have enabled Frenco to obtain a seemingly impressive
majority in the national refercndum held on July 6, ' The result of this V
referendum was to ratify legislati on, previously passed by a subservient
Cortes, which legalizes his poglt.Lon as Chief of State and authorizes him to

name his successor,

(d) Opposition Groups

Opposit.ion groups, ‘:‘_ncluding Honarchists, Republicans, Socialists,
regional movements, end clandestine labor o;ganizations, have been unable
to organize successfully because of the Govermment's efficient and ruthless
oppression, and beczuse of thej.r o mablllty to agree on leoclers and
policies, The Communist Party 1s probably the smallest but best organized -
of the clandestine organizations. Advocating direct and violent action ag
the only way to overthrow Franco, i?he Communists are responsible for sporadic
acts of sabotsge in Spain ahd hawe conducted para-military training among
the thousands of Spanish Republican refugees in France.

There are now th:;-ee separate movements looking torard an alternative
regime, Two propo 2ls provide for an interim government to be followed by

a plebiscite in which the people would declde whether tne,y' wish a Iltonarchy or

" a Republic. The first is o formuLa @gﬂ%ad by Don Juan, the Monarchlst

-3 -
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Pre-hender » in attempting to-ree.ch an agreement with all other opposition
elements except the' Communists, by which he would take over pover gntil the
plebiscite h;zd “been held, The second, advanced by certain Spanish Army
.ofi‘icex.'s, provides for govermment by a military junta during the.interim
period, J

The third movement is that of the Republican Govermment-in-exile, now
esteblished in France, which claims to be the lega;l continuation of the
govérnmcnt which fell before Franco in 1939, It would pr;afe:cf to hold ordinary
elections to the boétes under the 1931 Conétitution, but would-' probably accept
a compromise whereby no other regime than a Republic ':‘vould be established wi‘oh-ﬁ
out first a.;'scertaining the will -of the people,

Agreement among the varicus opposition groups is mpoded by thcn.r nu'bual
suspicions, but necotmtlon.; betwean them are still in progress. After
agreament among themsclves, they p}.zm a gecret approach to selected zirnpr

leaders to obtain mili'bary bacicinge

(e) Stability of Franco Regime

There is little likaélihood of Franco's ouster in the near future, —The-

HO—PROER A= RGO T G
SEeRepepRar-supperts~ For all their ecoricmic .troubles s most' Spanish people
are convinced by past éxperience,:.:\.nd by Franco!s propagandn that a mere chafige
of regime will not better its 1c_>t. Above all, there is no sign that the
Army is ready to abe.ndoﬁ Franco._

‘In the long run, particul,;.rly as relative stability retu'rns to tne
rest of Western Eutrope_. ¥ranco's responsibility for the international
isolation of Spaln and for cont:mued economic stagn‘.t:z.on vrithin the country
will probably lex d to his remcval in their own interest, by the elements

now giving him active support,

(£} Policies of Other Countries -~

The importance to Great Britain of its trade.with Spain; and particularly
-British imports of Spémisvh iron ore, copper, and citrus fruits; as well as the
strdtegic importance of Spain to British socu:c_'ity, have lcd the British
Governmeirt -'bo accept a continuation of t‘he status quo.

The French Government, inspired by pressure from the Commst~controlled

labor federation (CGT), closed its frontier with Spain in Fcbrw'ry 19 L6 and the

- -
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result was the virtually complote suspension of trade Between the two
‘countries, Pressure on.the French Government for even -snore drestic action
against Spain on ideologic:’ll'gromds remains strong.,

The USSR, believing —tha.'b social conditions in Spain. rescmble those
which prevailed in pre-revelutionary Russia, regards Spain as fertile ground
for the extension of Marxist doctrine, Soviet resentment against the Bluc
Division ("wolunteers" sent by Franco t6 fight alongside Germany on the
Eastern Front), and resentment agoinst the defeat of the forces which the
USSR backed during the civil war hos sharpened an anti-Franco policy founded
upon an awareness of Spain's strategic and political importence. From the
Soviet point of view, a Spain amenable to tihe USSR could pronote Soviet
interests hy fllanking France, Italy, and Greet Briﬁ@én!s Moditerrénean life-
line; it would also offer an approach to the 'baclﬁmrd peoplesof Morocco and

( could serve as a direct and important channel of 1m‘.‘luence in Iatin Arxrlch.

Despite report.; of a rapprc‘i\::l nent botween the USSR and I‘ranco, the USSR
continues t¢ conduct a large-séale campaign against General Franco, In’
addition %o using its own propagenda resources, it has mobilized Communist .
Parties and "fallew traveler® groups in many parts of the world to bring
pressure on their respective Govermments .in favor of active measurcs to.effect
the downfall of the Franco regime by the breaking of diplomatic and cormercial

' rclatlons between Spain and other countries, In the UN, Soviet-inspired
- pressure for action along these lines has been based on the allegation that
Spain presents a threat to in'ternaticnal peace,

" In spite of the ferocity of the USSR caxm wmpaign against the Franeco rcgme,

there is good reason to bdieve that the immediate Soviet ob jective is not

the elimination of F‘remc_o but his retention, coupled with the isclation of
. .

\ Sprin from possiblc sources of foreign aid, until political and economic con-

ditions reach the point of revdlution'. -

(g) United Nations

Resolutions of the UN Generel Assembly have barred Spain under the
Franco regime from nembcrslup in the UN and in 1t.; subs:.dlary crgwnlzations.
Athough inspired by the USuR, this program of increasing isolation of Soo.ln
~hag in fact found wide support in most countries 3 mclud:mg the Un:Ltcd Statos;

on sz/\Elog..cal grounds. The offect in Spain has been, temporarily at least,

-5
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1o strengthen Franco, since his propapanda has been able to attribute the
entire affair to Soviet machinations and thus to capitalize on widespread
anti-communist sentiment in Spain, In the long run, the consequences of’

this isolation, particularly in the ecconomic field (Spain is not a member

. of the International Bank, the International Monetary Fund, the Internaticnali

Emergency Food Council, the Economic Commission for Zurope, etc.) will be

increasingly sericus,

IT. US OBJROTIVES AND FRESTNT POLICY ~ Triamiing Francs, Ttaly, Great Sritaln's
| Mediterranean lifeline as well as U.S. routes. to, Eastern Mediterransan oil
Because of Spain s strategic geographic positionhit is important to

U3 security th;zt the Spanish Government be friendly to our basic interests,
An additional, but incidental, reason for seeking a friendly government
lies in the case with which Spain's elose ties with letin Arerica can be

exploited by hostile influences to instigate obposition to US policies in

_ the other dmericgn Republics,

The present Spanish Government wishes to develop close relations ’t-"rithv
the US and offers its Tong-standing anti-Communist record as a credential,
However, clcse relations have not been developed_ because of (1) the totali~
tarian and fascist charatter of the ’governme_n'b, (2) its record of close |
assoclation with our enemies during the'war, which was to éome extent
balanced but not erased by action Enére)i‘riendly to our vcause, and (3) wide-
spread public hostility to the regime in the US on ideclogical grounds., l

US policy since the end of %he war has sought to encourage ﬁhe deveiop—
ment in Spain of a gove.:rnment based on the freely expressed will of the
Spanish people. It has been c.v;nd rﬁgmains us pélicy to withhold US govern—
mental economic aid in any form;_ "op support the exclusion of Spain from UN
activities, and to impress upon. the Spaniards that this isolation will
continue as loné; as the Franco regime remains in pover, They have been
urged, in their ovm interest, to ‘Dr-ing abont a change which would form the
basis for closer political and econ;:mic felations.

At the seme time, the US has been obliged to oppose propesals (largely
inspired b;}?ile USSR) for-drastic international action against Spain, in the
belief that s_uch action would lead eventually to renewed civil strife and would
thus make more difficult, if not impossible, the achievement of our objective

in Spain,

-6
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The unaveidable effect 6f the US opposing drastic international
action against Spain has beeny Yemperarily at least, to strengthen the
. Franco regime, Hovever, it mhy be expected that, as the consequencos of

the political and economic isolation of Spain becoming more evident,

Franco!s position will be weakened and change will eventually take place,

III. WEANS OF REACHING OBJECTIVES AFFER POLITICAL BaRt IS REMOVED

. Sections III, IV and V of this paper are based on the premise

of the political bar to the extension of aid by the U,S, Goverment to

Spain having first heen removed,

In the case of an acceptable post-Franco Gevernment, the hmnodiate.
political aid viould be primarily a ﬁoralgfbuilder and’a stabilizing influence
until S?ain .aésumes its rightful position in Western Burcpean affairs and
in internationni orgonizations, particulariy the UN, In tﬁe economic
ficld immediate shipments of critically short raw materiais, food, and §ther
consumption goods will be necessary to tide over the period of study
required before a long-range program can be unaertakcn. Economic zssistance
of a more fundamental character-should be designed to modernizé and expand
Spanish industriés and to introduce m?dern agricvltural methods, Detailed
and up-to-date data on these needs are not available, The nature and
size of this aid viould thereforc Drcoabla have to be determined by 2
commission of experts, Such a long-range program appears to be the
only means of ultimately raising the standard of 1iying in Spain,

normally cne of the two poorest ccuntries in Western Europe,

,? . US assistance of both a political and economic character would be
required because (1) it would mect implied assurances]already publicly
made by the Us Govermment; and (2) such aid would contribute materially to

political and economic stability in Spain and in the whele of Western Eurore.

/
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The unavoidable effect of the US opposing drastic internationa) action

against Spain has been, temporarily at léast, to strengthen the Fré:

regime. However, it may be expecied that, as the consequences o
' political and)economic isclation of Spain becoming more evideny, Franco's

position will b

The following discussion of aid t¢ Spain is based on the premise of

3 — it o ——— —

the political bar t} the extension of such aid having first been removed,

I1T. COHSIDERATION OM\MEANS COF REACHING OBJECTIVES

In the case of Spaik, US assistance should include both pol:i"cical and

economic action., The serids of United Hations acfs that have excluded Franco

Spein from full participatior\in the internatiorfal community offer the US the
opportunity to give special aidMof a politicalf nature by talding the initiative
in rescir}ding fhese sanctions. Imyview of our general policy of support of
UlN, and the UN's particular int@‘;‘est in the Spanish case, cam: should be

taken that all US measures utili'..a_“e UN maciiinery to the extent possible,

The achievement of US objecﬁives in¥Spain would require both immediate

and long-range assistance, The i':mned:'iﬁoe pelitical aid %:ould be primarily

a merale-builder and a stabilizinig i}é‘luence uﬁ_l Spain assumes its r:igh-t,ful
position in Western Buropean affairk and in inteMnational organizations,
perticularly the UN. In the econtmic field inmediate sﬁi ments of critically
short raw materials, fooci, anfi dther consu‘.mpt\ion go é will be nccessary wo
tide over the period of stud:,;;reqﬁii*ed before a 1on‘rg-r;§1l5;e pregram can he
undertaken, Economic assistince of a more funcamental chakacter should be
decigned to modernize and gxpand Spanish industries and to iftroduce modern
"agricultural methods » Detailed and up~to-date data on these nésds are not
available, The nature g@nd size of this aid would thercfors probaply have to
be determined by g commission of experts, Such a long-range prograw appears

" tG be the .only neansfof ultimately raising the standard of living in Spain,
norzally one of the' two poorest countries in Western Europe, -

US assistance of both a pelitical and éconcgmic char‘acter to a fr'iend\ly :
post-Franco Government will be required because (1) it would meet implﬁed
asmurances alrgady publicly made by the US Government; and (2) such aid would
centribute materially to pelitical and economic stability in Sp3in and in the

whole of Western Burope,

-7 -
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First, the US has given public assurance of aid under cerbein cendi-
'Z tions, te the gcverrnnent succeeding that of Franco, #ccording to the joint
declaration with France and Great Britm';n of Harch L, 1946, this Government
o under
hopes for the advent of "an interim or caretaker govermuent fhich the Spani.sh ,
L _pecple may have an opportunity froely to dctermne the type of government
they wish Lo have and to chosse their leaders® zmd which will prcv;de for
"political amnesty; return of exiled Spaniards s freedon of assenaly
) political association and provision fer free public electicns, T‘r‘ie Joint
) ‘ .
declaration continued,
" . . . An interin é;cvermncnt. which wolild be and would
rénain dedicated to £11ese znds should receive the recognition
and support of all freedon Jdeving pe_oples.
"Such recogﬁitibn would include 11 diplematic relations
and the taking of such practical measures to assist in the .
‘solution of Spain's economic problems as ma v be practicavle in
the circumstances provailing,n
Seccndly; a post—Friznco regi:r.e cf a rea.il;f dii‘fercntl fature, if de-
prived of encouragement and 2ssistance from the US, will nct be able to N
achitve those conditions of internal stroengt th and frJ.endly cr:.enu.tlm that
ﬁur (bJCCu:LVGS require, The initial situation of Franco's successcr is ]"‘l"f.l)
to be vu]nerable. The . deparuure of the dictetorship will bring an inevitable
relaexation of bolitlcal and economic controls. There will be an urge 'b'ov nay
off pr:.vute and local sccres. The probable coaq.ition cﬁaracter of an ’intcrim
government will make it difficult to reach basic pclicy decisions, The
imniﬁc:nce of elections will be a constant temptation tlo sacrifice the nationzl
interest.to party advantage at the pollé. Sp.ﬁin's ;‘chtiveiy isolated '
position in th.e world for the last decade will be a handicap in utilizing
effectively the new 1nternat_mn 2l machinery once it is available to Spain.,

Above all, -the custing of Frenco and an inevitzble purge of admmlstr'-tlvc

. efficials in impertant posts will leave persons who have had little experience
' Y

in exercising duthority respons:.:ﬂ.o for l,mernlnr Spain undor cconomlc con-
ditions that may well be werse uha.n the present situation. Such difficult,

and initially somewhot’ cenfused, circumstances will afford the small but

disciplined Spanish Commanist P arty an exceptional epportunity to expand i 'bs
influence, Its position will bLe ma terialiy strongthenod if it can declare that
the US is neglecting the efforts of Spanish democrats, who must therefore

lock to escow for the necessary 2id,

-8 -
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US pelitical and economic 2id can contribute substantiaily to attaining
US objectives in Spain. diven the werld power position of the US, this
Government's recognition of & successor regime and other friendly political
acts will bath strengthén that regime directly and increase the favor wifh
vhich it is regarded by third pesers; it would be helpful in bringing Spain

into Eurcpean econcmic arrangements,

IV. SIECIFIC MEASURES REQUIRED

A, FPolitical
" In the event of  the departure cf Franco and his replacement by a sctis-
factory government, the US Govermment should take the fclloring steps to
give it political support:
(1) Give prompt diplometic recognition;
(2) Encourage other fricndly powers to recognize the
successor regime;
" {3) Incourage European states to accord Spain an equal
plzce in regional arrangements of a political or econcuic
character; o
(L) Take thne initiativc toward, or suppert a proposal for,
action by the UN General kssembly declaring that the
sanctions conéerning chicfs of mission in Madrid and
Spanish éarticipaticn in international orga;izaticns and
activities, which were recommended in its resolutiont
of December 12, 1946 nc longer apply, on the grounds that
the ¥new and acceptable governmentt specified in the
Resolution had been formed,
(5) In accordance vith the freedom of action gziven by success-
ful completion of (L), apreint an Ambessador to Hadrid;
(6) 1In accordence with the frecdom of actien given by successful
completion of (L), propose, or suppert, the membership of
Spain in Yinternational agencies established by or brought
into relations with the United Nations'; and prepese, or
support, Spanish participaticn in "conference or othor
activities which may be arranged by the United Nations or
by these agencies"; and

(7) Give support to a Spanish application for admission to the UN.

# 7The text of this resclubion ig in Appendix "A" of this paper,
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3.  Economic

Aﬁy estimates concerning the magnitude of assistance required by
Spdin within several years following the change of the present regine are
bound te be sheer guesswork. The cowitry has not published any balance-
of-payments statement for the last 15 years, data on production are unsat-
isfactor&, and the Government has not worked out any over-all plan for
industrial expansion and economic development which would allew a Judgament
on the sie and character of the country's economic requirements, It is
knovn, however, that both the agricultural and industriol segments of Spain's
econemy are still considerably belor pre-Civil War levels, .Cap?tal anc
transportation equipment, wherc it has not been destroyed, is predominantly
obsolete; agricultural‘production suffers from the cumlative effects of
inadequate application of fortilizers since the outbreak of the Civil War
in 1936,

The recent agroement with Argrenting allows for a three-year revelving
fund of some $87 millicn and a %100 million loan teo be repeid in 25 years,
Since the loan will be mainly appiicd to repayment ¢f the cut-standing balances

- due te the Argentine Government, estimated at $60 millicn, this will add enly
$L40 million to be available as credits,

Part of Spain's neceds would be met by incressed private US investment
in Spain, The present unsetiled velitical conditions in Spain are to some
oxtent responsible for hesitation on the part of private American cepital
which would otherwise be invested in Spein, 4 change in the regime, and
active support of the new government by the US Government, would certainly act
as a stimulus to private investmont in Spain, It is possible that, in the
first two or three years, such investments would amount to $25 million a yezr,

Sihce Spain, after the elimination of the prescnt regime, would doubtless
be admitted to membership in the World Bank cnd the International Konetary
Fund, some financial aid would be available for those sources. It is impcssible
at this stage to estimate the amounts that may be provided by these organiza-
tions, but the US would appear to be the Enly other possible major sourcelof
financial assistance,

Tt is clear that any progrem of large-scale assistance to Spain would
have te be preceded by a thorough study of the country's economic conditicn,

Such a survey should embrace production, export and import potentialities,
- 10 -
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credié and monetary pclicies, the need for agrarien refcrms, the budget,

and cther internal economic probléns and policies, Such a program sheuld
be worked out also in linc with the goneral European plan fer recovery and
development, of which Spain, with its pepulation of ever 27 millicn, should,
under more favorable pelitical conditions in Spain, form an importaont
component,

In the absence of information needed for the elaberation of an economic
program, it 1s tentatively suggcstéd that assistance to Spain be considered
under three broad headings.

"1, Emergency supplies of focdstuffs, durable consumer goods,
vehicles, 'and certain essential raw materials immediately
fél;cwing the overthrow of the Franco régime.

2, Economic assistance calculated to restore prcduction and

‘consumption to at least the levels of 1935 the yeer
irmediately precedinz the Civil War,

3e Long-rﬁn plans for the industrizlization and modermization
of the ccuntry,

This paper will only deal with the first two points.

2+ Imediate 4id Pfogram. Spein is predominantly an apricultural

country and was normally almost self—sufficient in facdstuffs excopt for
egss, dried cod, coffee, and coeca, Several factors have chapged this
situation, .While most of the lond devastated during the Civil ¥ar has been
vrought -back into cultivation, agriculture has suffered from a great shoréage
of fertilizers, which were normally imported 2t the rate of cver a @illicn
tons a year, but since 1936 have been c&ming in at less than.onc~fourth this
rate, Other obstacles to agricultural recovery have been the absence of
adequate quantities of manufactured preoducts to satisf{y the farmers! needs,
and the Government policy of low prices for farn pfcducts. The farmer as a
result has little incentive to incrcase producticn or to deliver his goods to
the cities, In additien there have been extraordinary dreughts in 19Lh and

especiclly in 1945, with severa impacts on the livestock populatiocn of the

_ country and on general food standords, Thus Spain, in spite cf 2 fairly gocd

. , .
crop in 1946 and deliveries of grain by the Argentine, is estimstadto have an

. average daily caloric intake of less than 2,000, Urban areas have even a

lover average,
- 11 -
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The long deferred demand for a better standard of living would require
shipment during the first year of 2id of large quantities of focdstuffs,
fertilizers, and various consumers! goods in addition £o other normally
imported items, \

The country is 2lso in acute need of improved transportation., An
immediate significant improvement could be effected through the shipment
of several thousand trucks to replace the obsolete and dilapidated fleet
of trucks circulating in the country, Spain is alse in great nced of close
to to million tons of industrial coal a year, the lack of which appears to

be holding back important steel and equipment output,

b. Restorotion Program. While the economic levels of 1935 in Spain A
placed that couhtry among the pocrest in Ewrope, therc is still z consider-
able gop between the present and pre-Civil War stondards of econamic activity.
It is deubtful whether under the circumstances any outside econonic assistance
could achieve mﬁch more then a resteration to 1935 levels within 3 years 3
nere would be required to achisve these levels on a per capita basis, since
the populat..on of Spain will by 1950 have increased by sone 3% millien, cor
about 15 percent, as compared with 1935.

No clear distineticn can be érawmn betweon: aid designated fer immediate
relief and assistance intended for rehabiiitation purpeses, Hony of the
geods imported during the first yenr would be extrenely us_efﬁl in paving
the way toward rcconstruction. ©On the other hand, & higher prcpertion of
copital equipment and raw materia.is as compared with consumers! gocds might
be expected td flow into the couz:ttry during. the last two years of the pregram,

Funds would have to be allocated to the purchase of certain capital \
equipment, such as electric generators and textile machinery, tc cnable
Spain to carry out certain specific industrialization programs of immedinte
importance to the country, It is also very possible that during the last
year of the program the cumulative offect of increased supplies of fertilizers
and of an :mprovod standard of Tiving would lead to a substantiol mcrc‘..se
in production and exports of focdstuffs (o&ngos s olive oil, nuts, ines,
.ond conned fish), which normally accounted for twe—thirds of Spanish exports.
This expectation is predicated on the assumption that the UK and France

as wcll as the US would increase their current demand for Spanish exports,

-12 -
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ce. Estimated Import Requirements, To achieve both the relief and

restorﬁtion programns, it is assumed‘th;t an import schedule somewhat in
excess of that of 1935 in wolume should be carried out during the three
2id years, Imports in 193L-35 averaged around %300 million, Since the
werld prices of most of the imperis needed by Spain are a little over
100 percent above prowor prices, and since extraordinary imperts of wheat
and coal would be required, such a program would amount to chout £$700 million
a yeaé at current prices,s

The 1935 impofts are suggested merely as a base for estimatiﬁg the
approximate magnitude of annual requirements during the three years of
assisténce in the absence of adequate indications of the most importanﬁ
Spanish needs for the implementatien of the above proéram. The actual
ettern of imports would have to be determined at the start by a cormission

of experts and would probably differ from that of pre-Civil War years,

d. Balance of Payments. A rough estimate of the balance~-of-payments

of Spain for the first three years of aid and fer the year follewing it is

given below:

ESTIMATED BAlANCE-OF-PAYMENTS IN THE FIRST THREE YEARS
{in millions of dollars)w '

: Pavments Reccipts :Dstimated

: : : : Use of ¢ 7 :Icans or
: Required : : Net : Existing : :Grants

: Imports :  Exports :Services : Credits : Total iRequired
lgt Year 700 300 - LG 340 360
; 2nd Year 70 3%0 30w 380 320
: 3rd Year 700 L30 S0set 480 220
' 900
lth Year ' 700 ' 550 753m: . © 1628 75

lerchandise exports in 1245 amcunted to approximately 5300 millich., It
is assumed that about the same amount weuld be expofted during the first year

cf aid. Only slight increases have been allcwred for exports during the second

N * Fer a more detailed discucsion of the cost of 1935 imperts in 1946

see Secticn V belaow,

At current prices, ‘

Estimated balance cf a $100 million credit extended by Argentina to

Spain, '

e Two~thirds of this is estimcted to come fren emigrant remitiences,
the remaining third frem shipping and tourists,

The items not listed in the cbove balance-of-payments are presumed to
cancel one ancther or to be cf little importance in the first three years

-13 -
Declassified and Approved For Release 2013/07/31 : CIA-RDP78-01617A003000010001-6
(N T, B L el



Declas:sified and Approved For Release 2013/07/31 : CIA-RDP78-01617A003000010001-6

ond third years because it is felt that most of the increased ¢ffort
follawing the removal of political impediments would be devoted to capital
formation within the countryv.:rather than to the production of ex‘_tlnort
goods.- A zood foundation shcu?;d have been 1laid by the fourth year for
reducing the balance-of-payménts deficit to scme $75 million dollars,
which could perhaps be net frcm foreign investments in Spain,

Available information indicates that Spain has pre.ct;icallff no foreign
assets and a very small mnoun'ib of gold (£100 milli§A) s used for the backing
cf its currency.. I

The tentative estimate of $900 million required for three years of
relief and reconstruction doecs nob appear exceésive in light of the size
of the country and in comparison with the assistance that has been and is

being granted to other European countries, .

es iote on 1935 Imports. Below are dotailed estimates of the cost

of sone of the more essential annual imports in temms of 1935 quantities at
1946 prices (based on declared values at point of entrance in Spain), The
major items alone would account for around $300 million (1$Lh6 dollers) broken

dovm as follows:

ESTIMATED COST OF THE MAJOR INMPORT ITEMS IN
T T I938 4T 1946 PRICES

-

Thousands Millions
Commodity of Tons ef Dollars
Cereals © 53 ' 6
Coal 1,200 ' 25
Petroleun 900 4o
Phesphate Reck 600 L
Chemicals and
Fertilizers 650 58
Industrial Chemicals 19 7
Pharmaceuticals i 1
Iron and Steel 150 10
Machinery 27 39
Trucks T - 18
Cars i} 25
Woodpulp 125 i
Raw Cotton 101 L1
Rubber and Tires 25 6
' 300

The above goods accounted for zbout 55 percent of the 1935 imports;
A complete import program based on 1946 prices would therefore amount to
$550 million, To this should be added estimated emsvgency requirements of
/‘/%5100 millicn worth of wheat and coal, which would bring up the import ccsts
to $650 million at 1946 prices and %o at least 4700 million at 1947 prices,
-1 -
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It is worth reiterating that the 1935 imports are taken nerely as a
guide post for arriving at scme estimates for the three years -progrem,
which would necessarily have a different pattern because of the emphasis

shifting to reconstruction and capital replaccment,
|

v, lEFFECTS OF REFUSAL TQ GR.&I\."I‘ ATD OR OF FAILURE OF PROGRAM UMDERTAKEN

— e e —

The absence or failure of 2.US aid program would have the most serious
repercussions on Spain, Tn the short run, either mipght woll make i+; impessi-
ble to carry oub the transition from Franco smoothly, and so miszht permit
the outbreak of 2 second civil_: war, This would give the meximuwn opportunity
to the extremes of Ieft and Ri:f;‘:ﬂ: and might subject Spain to direct Sc;vieﬁ
inﬁervention. lbsence of a US long-term political and oconcmic pregran to
aid Spain would tend to make the Spanish Government and people look elséwhere )
for the required assistance, and s¢ possibly shift the balance of donestic
political forces in faver of the extrenme Left,

Failure to extend economic aid would mean a further combinuation of the
prevailing low standard of livﬁ.xlgic The food situaticn in 1947 (despite
imperts of foodstulfs under the Argontine trade agreement) is expected to
improve cnly to the extent of permitting a caloric intake of not more than
2,000 calories for the average Spaniard, This level not only twould jeopdrdize
the n:dintenance of normal health standards but also continue the weakening of
worker efficiency,

Left to its own rescurces Spain would be unshle to expand its capital
plant or increase manufactufing to any significant degree, The requisite
balance betwsen agriculture and industry could not be establis;hed.

Economic autarchy, already’ marked, would be given additicnal impetus;
and would take the form of uneconamic production and of additionsl internal
economic controls, which weuld further rotard the grovith of an expanded
and more diversified econcmic life, ‘ A

Finally, failure to grant ecconcmic assistance would contribute tc the
creation of a state of economic chaos and disorganization, which would dig
deeper the normally profound economic abysses betwsen varicus classes of

|

Spanish society and increase the chances of internal sceoial upheaval,
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VI, PUSSIBIE EMERGENCY SITUATIONS

During the continuance»ilj-pmver of the Franco regime, the follewing
emergency sitvations might require reconsideration of present policy toward
kSpa.in: .

(1) Wide@rea& civil strife in Spaiﬁ or France;
(2) Coxmuniét dominetici of France or Italy;

(3) Establishment of a Soviet base of power in the

' . Lastern Mediterranean,

..16._
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APPENDTX "t
. t
TEXT OF RESOLUTION CONCERNING SPAIN, ADOPTED OF °

prandeotanesiy

DECEMBER 12, 19LGBY THE GLITRAL ASSEMBLY OF THE
~ URITD NATI0RS

The peoples of the United Hations, at San Francisco, Potsdan and
Iondon condemned the Franco regime in Spain and decided that, as long
as that regime remains, Spain may not be admitted to the- United Hations,

The General Assembly in its resolution of February 1946 recommended
that the members of the UN should act in accordance with the letter and
the spirit of the declarations of San Francisco and Potsdam,

The pecples of the UN assure the Spanish peopls of their enduring
sympathy and of the cordlal welcone avaiting them when circumstances
enzble them to be admitted to the United Waticns,

The General Assembly recalls that in My and June, 1946, the
Security Council conducted an investigation of the pessible further
action Lo be taken by the United Hations., The subccrmittee of the
Security Council charged with the investigation found unanimously:

(A} In origin, nature > structure and general conduct, tne Franco
regime is a Fascist regime patterned on, and established largely as a
result of aid received from Hitler's Nazi Germany and Mussolini's
Fascist Italy,

(B) During the leng struggle of the United Nations against Hitler
and Mussolini, Franco, despite céontinued Allied protests, gave very sube
stantial aid to the enemy powers, First, for examplo, from 1941 to 1945
the Blue Infantry Division, the Spanish Legleon Volunteers of the Salvador
Air Squadron fought against Soviet Russia on the eastern frenb.  Second,
in the summer of 1940 Spain seized Tangior in breach of internstional
stetute, and as a result of Spain mainteining o large army in Spanish
Morocco large numbers of Allied troops were immobilized in North ifrica,

(C) Incontrovertible documentary evidence establishes that Franco
was a guilty party, with Hitler and Mussolini, in the conspiracy to wage
war against those countries which eventually in the course of the World
War became banded together as the Unmited Nationss It was part of the
conspiracy that Francols full bélligerency should be postponed until a
time to be mutually agreed Upon,

The General issembly, convinced that the Franco Fascist gevernment
of Spain, which was imposed by force upon the Spanish people with aid of
the ixis powers and which gave material zcssistance to the jxis povers in
the war, .does not represent the Spanish people, and by its continued
centrol of Spain is making impessible the participation of the Spanish
pecple with the pecples of the United lations in internotional affairs H

Recormends that the Franco govermient of Spain be debarred from
membership in international agencies established by or brought into
relationship with the United Nations » and from participation in conference
or cther activities which may be arranged by the United Nations op by
these agencies, until & new and acceptable government iz formed in Spain,

The General issembly further desiring to secure thé participation
of all peace-loving peoples including the people of Sprin in the comunity
of nations} .

Recommends that if within a reasonable tiws “hece ds a0t astablished
& government which derives its authority from the cansunt of the governcd
cermitted to respect freedom of speech, religion asd assembly and to the
prompt holding of an election in which the Spanish pcople; free from the
force and intimidation and regordless of party may express their will, the
Security Council consider the adequate measures to be taken in order %o
remedy the situation and;

- 17 - : Appendix maM

T0P SECRET
/

Declassified and Approved For Release 2013/07/31 ;. CIA-RDP78-01617A003000010001-6




Decla55|f|ed and Approved For Release 201 3/07/31 CIA-éDP78-01 617A003000010001-6
. ' TOP SLCRET

, Recomends that 411 members of the United Naticns 1'mnotha.tely

recall from Hadrid their Jmbassaders and Hinisters x’lempot(,ntlalff
aceredited there,

The Ixssenph further recarmends that the State Members of the
Organization report to the Secrotary General 11, and to, the next assembly,
what action they have taken in atcordance with this recommendaticn,
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APPENDIX "BY
SUMMARY -

I. SITUATION.IN SPATN

The dcminant fa.c‘oor in the Spanish political situation today i's
still the ClVll War ci‘ 1936—39, wm.ch was the culmination of a . long
process of sccial disinbtegratinn. The War and the policy of General
France since tfne end of the War have vastly multiplied 'pfeexisting ani-
mo‘si\';ies.'

411 classes are obsessed and, for political Purposes, virtuz*_.lly
paralysed, by the fear ef‘ renewed civil war and eventual Communist domina-
tion; whith Francols propuganda has persuasively, alt.t'lough crroneously,
presented as the onlj alternative tolthe contimiation of his reéi&ze.

is to econqﬁc conditions, the World War prevented any progress in
recovery from the devastating effects of t»: Civil vjar, Extreme shortages
of fertilisers and several drough‘b years nave reduced food availabilities,
Ieck oi‘- foreign exchange hag made impossible essentizi cap'i{;a.l replacenents

in mdustry and transportaticn.

" Notwrithstea ndxng, the inability oi‘ the Franco regime 'bo na.ke 'm,; FeCETess
in solving the long-range sccial hnd economic provlems of Spa.ln, and not-
withstanding aldc.;pre?d popular discontent with the regine, it posscsses

which gupplaments the régular police forees in
a number of scurceés of strength, These are the large’ s’&.nu:\.nt, LT A

‘ -8568R1ialdma=polieaftonce—for the nointonance of internal order;.the

. Church and its related lay organizations; ond the i“a.lange apparatus for
running the political subdivisions a‘rzcji.x‘s’?fndical org?.niz;.tions ,which
\)’irtual]y contrecl industry oand agriculture,. By astute political maneuv-
ering, Ueneral 'Franco' has convinced thesé strong interests that the
maintenance of their om material position depends on continued gqppor'b
of his regime, -

Negotiations betiwreen the various factions oppusing the regime f<‘>r

one reason or another have been taking place over the past two cr three
years, and are continuing, Mutual confidence between d:.fi‘erent oppoq:.t:f.on
groups,is still almost wholly lacking and there, is, as yet, nQ sign 't-h:.t
they Nlll come together with a common prearam in opmsition to General
France, - After eventual agreensnt among themselves, the opposition leaders
pian a secret approach to selected army leaders 1n order to obtain ’

‘militory back:.n:—‘. .
- 19 - . ~ Appendix WBY
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There is 1it*'s likelihood of F?épco's ouster in the near future.
For 211 their troubles, most Spanish ﬁééble are convinced by past éxperieﬁce
and by Franco!s propaganda that a merevghange of regime will ndt better
their lot. Above all, there is no sign that the Army is ready to abandon
Franco; \_ ‘ N

In the iong run, particularly as relativé stability returns to the
rest of Western Eurdpe; Erahco's responsibility for the international iscla-’
tion of Spain and for continued economic stagnation within the country will

probably lead t6 his removal, in their own interest, by the elements now

giving him active support.

II. U.S. Objectives and Present Policy

Spain's importance to the U,S, is underlined by her strategic position
flanking France, ITtaly anﬁ Great Britain's Mediterranean lifeline, as well
as U.S. routes to Eastern Mediierraneanhoil.

U S. policy since the end of the war has sought to ;néourago the
developnent in  $ain of a government based on the freely expressed will

of the Spanish pecple, with which close relations could be developed,

At the same time, the U,S, has been obliged to oppose propcsals

(largely 1nsp1red by the USSR) for drastlc international action against -

Sbaln, in the belief that such action would lead eventually to reneved

. ‘

civil strife and would thus make more difficult, if not impossible, the

achievement of our cbjective in Spain.

III, -Mcans of Reaching Objectives after Political Bar is Removed

The discussion of aid to Spain in this paper is based on the premise
of the political bar to the extension of such aid having first been removed,

U.S, assistance of both a political and economic character to a
friendly post-~France Govermment will be required becaase (1) it would meet
implied assurances already publicly made by the U,S, Govermment; and (2)
such aid would contribute materially to political and economic stabiiity
in Spain and in the whole of Western Burope,

In a period of erisis, tke absence or Tailure of a U.S.'aid program
would haYe the most serious repercussions on Spain, In the short run, either
might well make it impossible Yo carry out the transition from Franco
smoothly, and so might permit the ogtbreaklof a second ciﬁil war, This would -
give the maximum opportunity to the extremes of Left‘and Right and might

subject Spain to direct Soviet
- 20 -
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There is little ltikélihood of Frence's ouster in the neer futurc.
For all their troubles » most Spanish pecple are convinced by past
'experie; e and by Francols prepagends that o moere change of regime

;

will not Better its lot, ibove all, there is no sign that the -irmy
is ready. to abe,n‘élon Franco,

Tn the lgng run, particulariy 28 relative stability returns to the
resﬁ of Westerm\ Rurope, Franco's responsibility for the international

isclation of Spaln and for continued economic stagnation within the

country will probakly -lead to his removal, in their own interest s by the.

elements now giving Yim active SUPDOTt o

WD PRESEHT POLICY

1T, U. S. OBJECTIVES !
\ US policy since the\end of the war has soﬁ»;-;ht to encouragze the
develepment in Spain. of a overrient bascd on the frealy éxprcssed will
of the Spanish people.
4t the same time, the US Yus beon cblizged to oppese propeosals
(lorgely inspired by the USSR) Hor dragtic international action e.gainét '
Spain, in the belief that such acion wonld lead eventually 4o renewed
ci{ril strife and would thus make moe clif:ficult s 3T not impessible, the
achievement of our chjective in Spc,i
It may be expected that s a5 the cd seciuences of the political and,
economic isolation of Spain becoming mor ‘

evitdent, Franco's pesition will

be weakened and change will eventually taRp place.

The discussion of aid to Spain in thig Yaper is based on the premise

of the political bar to the extension of suc‘:1=id having first been removed,

| ITT, MEANS OF RELCHING OBJECTIVES APTTR POLITIL BAR. IS REMOVED

] . US assistance of both a political and econamily character to o friendly

post-Franco Government will be required because (1) ¥t would mect implied

assurances already publicly made by the US C—overnmentancl (2) such aid

would centribute meterially to political and econcmic sbility in Si)ain

and in the whele of Western Burcpe.,

The absence or failure of 2 US aid program wowld have ¥he most serious

repercussions on Spain, In the short run, cither might well Yake it impossible
' N )

to carry out the transition from Franco siwoothly, and so mightypernit the

outbreak of a second civil ware This would give the maximum cppertunity to

the extremes of Left and Right and might subject. Spain to direct Eoviet
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intervention. Absence of a US long-term political and econcmic program
to aid Spain weuld tend 4o make, the Spanish Govermment a-nd peoplé Ilock
elsewhere for the requjred'assistance, and sc pessibly shift the balance
of domestic political forces in favor of the extreme Ieft. )

Without cutside ‘eccnomic aid, princ;ipallj,r frem the United States,
econonic stagnation'in Spain would continue with greve podidicat cénsequences

toAfuture pelitical stability MJthe country,

IV, SPECIFIC ME.SURES REQUIRED

Political suppért 's{ou;d'be given to a satisfoctory successor regime
thrcugh strengthening of US diplomatic relations and through support of
Spain's entrance into the UN and its affiliated organizations snd activities,
- Detailed estiﬁ-:tes cf cutside economic aid which would be required by
Spain are difficult to make in the e:bsence -cf an over-all plan deviloped
after a careful survey of the courttry. . Based on data now aveilable, Spain
would have to have é'5900 nillion of new capital il;l the first threc yeor

" pericd.

me—&zaw-:l%pai«n#s <presshts

e i « Perhaps $75 million could be expected
during that period ) ) of $825 million
to comeﬁfrom increased private US investiients in Spain. The balence gwenld

have to Be met by extraordinary aid from the United States gince it is not

believed that there is any other subside source, .

V. POSSIBIE BKERGENCY STTUATTIONS '

-
.

erLd

-During the continuance in power of the Iranco regime, the fcllov.-“ing
emergency situalions might require reconsideration of present policy toward
Spajin:

i
i

Ny (1) Widespread civil strife in Spain or France; ‘ V.

(2) Co::‘munist@'omimtion of France or Ttaly;
(3) Establishment of 2 Scvist base of porer in tihe

Zastern lMeditorraneai, -
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